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We are responding to your letter dated May29 2OO9to the Divisionnf

Corporati-on-Finance and the Division of Investment Management with regard to your

request for temporary no-action relief Our response is attached to the enclosed

photocopy of your letter to avoid having to recite or summarize the facts presented in

your letter Capitalized terms in this letter have the same meaning as in your letter

You have asked the Division of Corporation Finance for no-action relief during

the applicable Relief Period for each of the Morgan Stanley Parties the Citigroup Parties

and MSSB with respect to the reporting requirements under Sections 13d 13g and

16a of the Exchange Act Based on the facts and representations in your letter but

without necessarily concurring in your analysis the Division on behalf of the Office of

Chief Counsel and the Office of Mergers and Acquisitions will not recommend

enforcement action to the Commission with respect to Section 13d Section 13g and

Section 16a reporting if from Legal Day One through the applicable Relief Period

The Morgan Stanley Parties aggregate and report the securities they

beneficially own outside MSSB with the securities that they would be deemed

to beneficially own within the MS Channel with footnote disclosure reporting

the portion of the holdings attributable to MSSB and exclude from their

reports the securities that they would be deemed to beneficially own within

the SB Channel

The Citigroup Parties aggregate and report the securities they beneficially own
outside MSSB with the securities that they would be deemed to beneficially

own within the SB Channel with footnote disclosure reporting the portion of

the holdings attributable to MSSB and exclude from their reports the

securities that they would be deemed to beneficially own within the MS
Channel and
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In reaching these positions we note particularly your representations regarding

the monitoring and reporting challenges presented by the current information technology

systems of the MS Channel and of the SB Channel the scope and scale of the task of

integrating these systems and the time needed to complete the integration your

representation that Morgan Stanley Citigroup and MSSB will maintain information

barriers to protect their respective customers trading information and your

representation that the MS Channel and the SB Channel have their own separate

processes for making investment and voting decisions which will remain in place

through the applicable Relief Periods These factors minimize concerns regarding the

sharing of information and coordinated investment and voting decisions between the MS
Channel and the SB Channel

You have asked the Division of Investment Management for temporary no-action

relief with respect to the reporting requirements under Section 13f of the Exchange Act

and under Exchange Act Rule lOa-3T Based on the facts and representations in your

letter but without necessarily concurring with your analysis the Division of Investment

Management will not recommend enforcement action to the Commission under Section

13f of the Exchange Act and Rule l0a-3T under the Exchange Act against the Morgan

Stanley Parties the Citigroup Parties or MSSB if each of the Morgan Stanley Parties the

Citigroup Parties and MSSB submit Form 13F reports and Form SH reports respectively

in the manner set forth in your May 29 2009 letter

We have considered your request for confidential treatment of your letter and our

response We have determined that the request is reasonable and appropriate under 17

CFR 200.8 1b Accordingly your letter and our response will not be made public until

the earlier of1 the Closing Date and 120 days after the date of our response

The foregoing no-action relief is based on the representations made to the

Divisions in your letter Any different facts or conditions might require the Divisions to

reach different conclusions This response expresses the Divisions positions on

enforcement action only and does not express any legal conclusion on the questions

presented

Sincerely

Thomas Kim Osterman

Chief Counsel and Associate Director Associate Director

Division of Corporation Finance Division of Investment Management

The relief granted in this letter relates only to the Morgan Stanley Parties the Citigroup

Parties and MSSB
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Section 13 and Section 16 and Rule IDa-3T
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This letter contains certain requests for temporary relief on behalf of Morgan
StanleySmith Barney LLC MBt and its two ultimate parents Morgan Stanley

Morg1e and together with its affiliates other than Holdings as defined

below MSSJ3 and other direct and indirect subsidiaries of Holdings the Motg
tanlev Paies and Citigroup Inc citi rou and together With its affiliates other

than Holdings MSSI3 and other direct and indireet subsidiariesof Holdings the

cnrojj Specifically the purpose of this letter isto request that the Staff

the SJat of the Div is ion of Corporation Finance and the Division of Investment

Managtucnt of the Securities and Exchange comnission the Commissj or the

Jrconfirm that they would not recommend to the Commission that it take

enforcement action against MSSB the Morgan Stanley Parties or the Citigroup Parties

under Section 13 and Section 16 of the Securities Exchange Act of 1934 the çhjg

As discussed further below the businesses being contributed to the joint ventures will

include certain non-U.S affiliates which wilt be separate subsidiaries Holdings as
defined below For purposes of this discussion MSSB will include Holdings and such

affiliates notwithstanding the Iict that such affiliates technically will be separate

subsidiaries of Holdings

tidcnaal Trarmcni Requcstcdby MSS1 Morgan Stanley and Citigroup 001
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Act and Rule Oa31 thereunder if MSSI3 the Morgan Stanks Parties and the

.itigroup Parties temporarily report positions on the basis described below

pros ide you with necessary background Part of this kiter provides

summary of the parties respective reporting obtigat ions and the relicirequested Part II

provtdcs an overview olthe formation and structure of MSSB Part Ill provides

discussion of the management and structure of MSSB expected to be in place on the

closing of the transaction Part fV provides temporarv proposal lbr monitoring and

reporting tinder Sections 13 and 16 and on Form Sit assuming the requested relief from
the Stall is granted and summarizes the intentions kr such

monitoring and reporting
afler the period frr requested relief has passed lart provides rationale for the

requested relief

Ovcrvic of Required Reportin and Requested Relief

Required Reporting As of Legal Day One .4hsen Relief

i\s discussed more fully in this letter Morgan Stank and Citigroup will initially

indirectly own 5l%and 49% respectively of MSSB and each will have certain hoard

representation and other rights As result each ot Morgan Stanley and
Citigroup

believes that undci Section 13 and Section 16 as of l.egal lay One as defined below
and absent relief it would he required to either

aggregate securities beneficially owned
ci with securities beneficially owned by afl of MSSI3 or to implement appropriate

information harriers to allow it to disaggregate from MSSB for these pUrposes in
accordance with the SECs disaggregation guidance in its Release No 34-3938 January
12 t98 mluding thc use of information hirrirs thL DijrcLatiounuthncc
Absent relieE on Legal Day One MSSB would be required to separately report the

securities it beneficially owns Also on Legal Day One absent relief either each of

Morgan Stanky Citigroup and MSSB would be required to report on Forms l3F and Sit

note that in many instances where MSSB may have
reporting requirenient it ma

report jointly with one or more of its
parents

BEach of Morgan Stanley and
Citigroup currently files one Form 3F and one Form SI

report for all of its affiliated entities

Cril denizal reacmcrn Reqwstcd MSSil 51oran Stanley rnd CIimup -002
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positions with
respect to securities over hich it respectively has investment discretion

or in which it has reportable short
position or engages in reportable short transaction

or ii Morgan Stanley ould he required to aggregate and report securities over which it

has investment discretion or in which it has reportable short position or engages in

reportable short transaction with all securities over which MSSI3 has investment

discretion or in hich it has reportable short position or engages in reportable short

transaction and Cit igroup ouId
report separately only the securities over which it has

in esiment discretion or in which it has reportable short Position or engages in

reportable short tran.action

Recjzie.ted Relief Legal Day One Through tlw Applicable Re/wi Peruxi
a.s defIned below

The parties request relief such that with
respect to the Morgan Stanley Parties

and the Citigroup Parties until the earlier of the date on which Morgan Stanley or

Citigroup as the c.ase may be can disaggregate its position monitoring or reporting from
or aggregate its position monitoring and reporting with MSSB in each ease consistent

..ith the reporting method described in Part below Or September 30 2009 and
with respect to MSSE3 until the earlier of the date on which each of Morgan Stanley
and itigroup can disaggregate its position monitoring and

reporting from MSSH or

September 30 2009 in each case such period is referred to as the applicable Reliei

yriod for such party for purposes of Section 13 and Section 16 reporting

The Morgan Stanley Parties will aggregate and
report the securities they

beneficially own outside MSSB with the securities that they would be deemed to

beneficially own within the MS Channel as defined below and may exclude

the securities that they would be deemed to beneficially own within the SB
Channel as defined below
The Citigroup Parties will

aggregate and report the securities they beneficially

own outside MSSB with the securities that they would be deemed to heneficiall

own ithin the SB Channel and ma exclude the securities that they would he

deemed to beneficially ov.n within the MS Channel and

MSSB will not separately report securities beneficially owned by it

he parties also
request relief tinder which until the end of the applicable Relief Period

for pl1PoSCS of orins 131 and SI

The Morgan Stanley Parties will include the securities over which they have

investment discretion or in which they have reportable short position or engage
in reportable short sale with the securities over which the MS Channel has

in cstment discretion or in which it has
reportable short position or engages in

reportable .hort sale and may exclude the securities over which the SB

ontiditial TrciIrneni Requcstcd MSSR Mrga StanIy and Juglaup 013
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liannel has investment discretion or in which it has reportable short position

or engages in reportaNe short sale

itigroup Parties will include the securities over which thc ha
investment discretion or in which the have reportable short position or engage
in reportable short sale ith the securities over which the SB hannel has

ins estnacnt discretion or in which it has reportable short position or engages in

reportable short sale and may exclude the securities over which the MS
Channel has in estment discretion or in which it has reportable short position

or engages in reportable short sale and

MSSB will make notice filings to indicate that securities over which it has

investment discretion or in which it has reportable short position or engages in

reportable short sale arc included in reports by the Morgan Stanley Parties and

the Ciligroup Parties

luring the Citigroup Parties Relief Period the securities hekf by the SB
Channel will he reported the Citigroup Parties During such Relief Period the

itigroup Parties will include legend on their Form 131 reports and Form SI reports to

indicate that such reports include securities held by the SB hannel uring the

iiigroup Parties Post-Relief Period as defined bekw the Citigroup Partie ill not

report lix either the SB Channel or MSSB

1uring the Morgan Stanley Parties RelielPeriod the securities held the MS
Channel .ill he reported by the Morgan Stanley Parties During such Relief Period the

Morgan Stanley Parties will include legend on their Form 131
reports and Form SI

reports to indicate that such reports include securities held by the MS Channel

During the Morgan Stanley Parties Eost-ReI id Period the securities held by
MSSI3 may he reported the Morgan Stanley Parties in which case the Morgan Stanley
Parties will include legend on their Form 13F reports and lorm SI-I reports to indicate

that such reports include securities held by MSSB Under such circumstances MSSB
il1 submit notice reports to state that MSSI3s reportable securities are included on the

Morgan Stanley Parties Form 131 reports and Form Sil reports as applicable

Alternatively during the Morgan Stanley Parties Post-Relief Period the securities held

by MSSB may he reported by MSSB

Therefore no later than October 2009 the Citigroup Parties silI not report
on either Form 131 or Form SI any securities over which MSSE3 has in esiment

Liatenhuat realmeni qucsicd NISSU N1orgu SIank and Cutugroup 104
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discretion and either the Morgan Stanley Parties or MSSI3 will report on Form 3F

and Form Sf1 all securities oer hich MSSB has investment discretion.4 It is anticipated

that MSSB will he included as an other included manager on the Morgan Stanley Parties

lorni 31 holdings reports and orm SI-I entries reports and MSSI3 ill continue to

make notice filings ith respect to both Form and Form SH at some point during

calendar year 2010

Following //ic Relwflerioc/s

Following the applicable partys Relief Period with such period as it rekrs to the

applicable party referred to as the PostRelief Period for purposes of Section 13 and

Section 16 reporting

Ihe Morgan Stanley Parties will either
aggregate the securities they

benchciall ov outidc MSSB with all securities hLneficiallv owned by MSSB
or itn1emeni appropriate information barriers to allow them to disaggregate

from MSSI3 for these purposes in accordance ith the Disaggregation Guidance

The Citigroup Parties will implement appropriate information bairiers to alhw
them to disaggregate from MSSB in accordance with the Disaggregation

Guidance and accordingly will report only those securities they beneficially

own outside MSSB and

\Vhere required MSSB will separately report the securities it beneficially ns

either in standalone tiling or ajoint tiling with the Morgan Stanley Parties

puNuant to Rule l3d-lk or 16a-3fj as applicable

With respect to Forms 31 and SI either

The Morgan Stanley Parties the Citigroup Parties and MSSB ill separately

report the securities over hich they respectively have investment discretion or

hasa reportable short
position or engage in reportable short salc or

The parties recognize that Form Sf1 as adopted pursuant to temporary rule set to

cxpire on August 2009 and expect to follow similar approach ith respect to any

successor rule and/or form

Morgan Stanley currently expects to disaggregate from MSSB hut the timing for such

disaggregation is uncertain

.onlu1nu4t Ureiinent k.queied MSSI3 Morgan Saak and Ciiurup -105
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lhe Morgan Stanley Parties will include in their
reports

the securities ocr which

they hate investment discretion or in which they have reportable short position

or engage in reportable short sale and all securities over which MSSB has

in\estment discretion or in which it has reportable short
position or engages in

reportable short sale and will include legend on the front page of such report
to indicate that information regarding MSSB is included within and the

Citigroup Parties will
report separately only the securities over which the have

investment discretion or in which the have reportable short position or engage
in rcportable short sale

In the case of the second of the two options aboe MSSI3 will make notice

tilinas to indicate that securities over which it has inestment discretion or in

which it has reportable short position or engages in teportable short sale are

included in reports by the Morgan Stanley Parties

During the
parties applicable Relief Periods and Post Relief Periods the securities held

by the SB haunel and the MS Channel will at all times he subject to reporting

obligation at least one of the Morgan Stanley Parties the Citigroup Parties and MSSB

11 Description of MSSI3 and the Transaction Creating MSSB

MSSB is lelaware limited liability compair formed on ebniarv 2009 All

membeNhip interests in MSSB are owned by Morgan Stank Smith Barney Holdings

1.1 .C Dela.are limited liability company Iloldings

loldings and MSSB were formed pursuant to Joint Venture Contribution and

formation Agreement dated as of January 13 2009 the ii J_gjnent by

and between Citigroup and Morgan Stanley Pursuant to the Contribution Agreement and

subject to the completion of definitie limited liability company agreement to he

entered into at the closing Citigroup and Morgan Stanley hae agreed to contribute

certain assets and businesses to MSSB the Contributed Businesses With certain

exceptions the Citigroup Contributed Businesses the SB Channel include Citigroups
retail brokerage and futures business operating under the name Smith Barney in the

United States and Australia and under the name Quilter in the United Kingdom Ireland

and the Channel Islands With certain exceptions the Morgan Stanley .ontrihuted

l3uinLt thL MS innd md oJkctlcR with the Sf3 Channd tht hannLls

include Morgan Sianles Global Wealth Management business and its priatc wealth

m1nagement business on worldwide basis In the United States the Citigroup

Comributed Businesses are conducted principally within Citigroup Global Markets Inc

Citigroup subsidiary and the Morgan Stanley Contributed Businesses are

conducted within Morgan Stanley Co Incorporated 11S Morgan Stanley

subsidiary The priniarv business of MSSB will be retail brokerage and private wealth

management Although MSSE3 through the MS Channel as defined in the paragraph

above will engage in limited amount of Section 13 etiihle principal trading such

rontikntal rrcaintcni Rt \1sim Morgi StjnIv and Uligroup

\725t 13
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trading is expected to be mostly for the purpose of facilitating customers and is expected

to represent relatively small portion of its overall acti ities The institutional businesses

of MS and CGMI such as underwriting ad ising on mergers and acquisitions and

institutional and proprictar\ trading and undcrs riting will remain in MS arid GM and

are not being contributed to MSSB

It is the unention of Citigroup and Morgan Stanley that following the closing ol

the transaction the Contributed Businesses currently conducted CMI and MS in the

United Slates will be conducted MSSB in substantiall the same fashion ith certain

limited modifications Fhe closing of the transaction is expected to occur as of May
2009 the Liieand June 2009 is the target first da of MSSB operations

Le.galay One MSSBs business will he carried out by approximately 20000
financial advisors in the United States whose registrations ill he transferred to MSSB
Eor Legal Day Onc due to the she and complexity of the combined entity MSSB
intends to make as few changes as possible to legacy organtiational operational and

superviSor\ structures as the currently exist in GMI and MS Most signilicantly for

Certain period of time the U.S customers of the SB Channel ill continue to have their

transactions cleared through and have their customer accounts custodied and carried by
CGNll and U.S customers of the MS Channel ill continue to have their transactions

cleared throueh and have their customer accounts cusiodred and carried MS As part

of this clearing function the sen ices to he provided by MS and iNtl will inelude

clearing and settling securities transactions providing trade confirmations and customer

statements and performing certain cashiering Inactions custody services and related

services number of functions including regulatory compliance and supervisory areas

will he coordinated and aligned and others will be centraliLed pursuant to umbrella

programs and policies that will oerlay the legac programs and polices of the two

channels Oer time and following the parties applicable Relief Periods it is expected

that the ts.o hannels will be integrated into one operation and that ultimately MSSE3

ill become fully self-clearing and custody and carry its own customer accounts

Ai the close olthe transaction through various subsidiaries Morgan Stank ill

own 1% of loldings and Citigroup ill 49% of loldings As noted above the

Contributed I3usincses will include certain additional nonU.S affiliates of Morgan

flhe MS Channel cmploys full time ficd income trading business collcctrely

the j_k his Dcsk maintains proprictary inentor for client tradc facilitation and

for proprieta trading pUrpoSeS

onflnljal To..nmnt R.qucIcd MSSR Morgan Stanti_ ind tlroup QO
022s0l3



Mi 29 2009

Iagc

FOl\ cONFIDENTIAl REATMEN REQIJFS FED PLRSUAN TO T.R 200.81

Stanley and Citigroup all of whose holdings in SECregistered securities will need to be

taken into account for monitoring and reporting purposes

loldings HI be managed by board of directors consisting of tour Morgan

Stankv dcsitznces tso Citigroup designees and the seniormost operating executive of

Holdings subject to certain requirements Board decisions sill be made or delegated to

loldings management by majority vote provided that each of Morgan Stanley and

fligroup will have veto rights with respect to certain matters

Morgan Stanley will be provided with certain call rights exercisable following

the third fourth and fifth anniversaries of the closing or upon change in control of

Citigroup sshich ultimately may give Morgan Stanley full control of Holdings Ciligroup
ill he provided certain put rights exercisable upon change in control of Morgan

Stanley or under certain circumstances following the sixth anniversary of the closing
Roth Morgan Stanley and Citigroup will he subject to certain restrictions on transfers of

nierests in loldines and on operating acquiring or holding entities that engage in certain

restricted businesse hach will hase customary registration rights from the earlier ofan

IP and the sixtn annis ersar of closing

Prior to and fbIlo ing the closing MSSB ss ill work to integrate the information

echnolog systems for both Channels Due to the massive scale of the joint

enture however creating an integrated IT system from the CGMI and MS legacy

systems will require extensive changes to multiple systems covering range of business

uses and multiple client communications and for sonic time there will he both product
data and system dissonance

LU Management and Structure of MSSB

.k1inugLnIent of AISS as 0/Legal boy One

As of Legal Day One the MSSI3 executive management team is expected to be

in place Most members of the MSSB executive management team ss ill be employed full

time by and will provide all of their professional services to MSSB However fl SOniC

instances certain members of the team will have additional responsibilines at their

respective legacy employers at least through the transition period James Gorman the

Chairman and CEO of \4SS13 will continue to he an executive of Morgan Stanley

Lkesise certain other members of MSSI3 manageniuit will retain

responsibilities at Morgan Stanley in administrative functions including operations El
human resources and legal However it is not culTently anticipated that any of these

people will be involved in directing effecting or recommending transactions in securities

or voting securities on behalf of MSSB or it customers Ihere will be other MSSB
people ssho may have ongoing responsibilities at Morgan Stanley and/or ho ill be

..unfidntial Trca.nuan Requied by MSSB Mogrn Stanky and Litigroup -UO5
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ins oI ed in directing the
voting and iil\ estnient of seem ities at MSSB Iov.cver in light

of the protections to bc implemented See Juforinaikm Barriers belowt MSSB and

.\iorgan Stanley ill not share information about their respective customers trading or

their proprietary trading except as necessary to indicate the existence of inventory or to

facilitate an MSSE3 trade In addition in order to satisfy various Financial Industr

Regulatory Authority requirements igard ing revie of research distributed and

marketing materials created by MSSB there may he limited number of employees of

the Citigroup and Morgan Stanley affiliated broker-dealers who will he dually-registered

ith MSSI3 for certain period Iespite the overlapping responsibilities of these

mdi iduals during the parties applicable Relief Periods based on the separate nature

of the two Channels ii the two Channels independent processes for making voting and

investment decisions as described further below and iii certain protections that

Morgan Stanley and Citigroup will implement as described further below voting and

m\ estment decisions in the t..o Channels will be consistent ith the proposal for

monitoring and reporting during the parties applicable Relief Periods

Integraizon Efforts to Date IT .1auageinent and Other

As discussed further herein the integration of the IT systems is
very extensive

and difficult undertaking that ill take months to complete ike ise integrating the

two Channels employees facilities and other systems will be challenging Physical

..ill he integrated after Day One only as leases expire and the business

iauonale favors combining facilities Systems other than the IT systems will be

integrated only as necessary to appropriately account for MSSI3s operations Executie

management of MSSB ill share space in Vestchcster County New York as of Legal

Iay One lowever generally employees will continue to work in the offices in which

the currently .%ork and on the systems on which thc currently .ork The integration

process ill be gradual and will take 1224 months to complete With few exceptions
until the end of the Relief Periods for both parties the two Channels will continue to

operate independently

oiing and Investment Dec.c ion i1I.5/3 the Relief Periods

Voungjuvestrnent Discretion_within the ai
Within the MS Channel the methodology for .oting and investment decisions is

is follows

bar cuslomer aCCOUntS over it/nc/i the A1.S hwinel has discreiioarv

authority MS Channel representatives make independent investment

dcc isions for customer accounts over which they have been granted

discretionary authority by the customer These decisions are made

independently by the representatives themselves and are not coordinated

among the representatives MS Channel representatives do not make

n0dcitaI rcatment Rque.td MSS13 Mtrg \tankv and CtEwtq
\iu2i42S1
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voting decisions with respect to discretionary customer accounts

Rather the MS Channel transfers discretionary voting authorit to third

part\ proxy advisory firms e.g.RiskMetrics which vote the securities

based on their own voting recommendations In rare instances an MS
Channel votintt committee may override the proxy adviso firm voting

recommendation or make the otiug decision when the
proxy ad isory

firm has no recommendation same process applies to non-

discretionary customer accounts where the customer requests that the MS
Channel as client serb icc matter vote proxies on behalf of the

customer

For %LS hannel thfrclpartv nanaged accouni programs The MS
Channel is not granted discretionary authority over thirdpart managed

accounts either with respect to investment decisions or voting Rather

MS Channel customers grant voting and investment discretion to the

third-parts manager of the account Accordingl the third-part manager

makes voting and investment decisions for the customers in these

managed act.ounts

\otin and lnestment Direiion ithin the SB Channel

\Vithin the SR Channel the methodology for voting aixi nivestment lecslons is similar

cuclonwr accounts over hid the SB lianiwl discreiionar

auihoruv The SB Channel has personnel who de elop sector allocation

targets shich are then shared with individual financial advisors or are

incorporated into investment advisory accounts For most discretionary

accounts the financial advisors make investment decisions guided by the

recommendations of Citigroup research For investment advisory

programs which include asset aUocation features the financial advisors

assist clients in choosing an asset allocation model which is comprised of

mutual funds exchange-traded funds 11Fs or separately managed

accounts managed by third part\ manager In some cases the

linancial advisors may choose such mutual funds FTFs or separately

managed accounts The SB Channel generally makes voting decisions

fur customers according to the recommendations of thirdparty proxy

ath isorv firms e.g RiskMetrics In relatively small number olcases

where such firms have conflicts or othenise are unable to provide

recommendations voting decisions arc made by committee of

employees of the SR Channel

.Sinith Ikuiier thirdparty managed actowil programs Ilie SB

Channel delegates the discretionary authority that it is granted by the

ontidmal icanneni Rcquccd by NISSft Mrgui limlcv and
itigroup

not
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customers to third-party managers who make voting and investment

decisions for the customers in these managed accounts

As is evident the two Channels have their on separate processes for making
vohng and investment decisions and where their own representatives arc actually

exercising discretionary authority these decisions are based on independent factors

These processes will generally stay in place through the parties applicable Relict Periods

and combined with the other ltcts set forth in this letter minimize concerns regarding
the sharing of information and coordinated investment and voting decisions While

employees of each Channel at the senior levels may interact from time to time
investment and

voting decisions are not made and would not be coordinated at this level

In/irnwtiw Barriers

Commencinit at I..egal Day One MSSE3 Morgan Stanley and Citigroup will

maintain mnfirmation harriers to protect their respective customers trading information

Moruan Stanley and Citigroup will not share information about their customers trading
with MSSB nor will the share with MSSB infomiation about their proprietary trading

except as necessar to indicate the existence of inventory or to facilitate an MSSB
trade .MSS13 will not share inkrmation ith Morgan Stanle or Citigroup about its

trading except as neeessar to execute trade through MS or CGML Morgan Stanley
and itigroup will not share infbnnation about their pending investment banking or

mergers and
acquisitions transactions with \ISSB except to the extent MSSB is

participating with one or both firms in distribution of securities or as necessary to

enfrwce
statutory trading restrictions such as the U.S tender ofThr rules Although

MSSB will not maintain formal information harriers between the MS Channel and the SB
Channel we note that during the parties applicable Rehef Periods registered

representatives in the SB Channel vili not have computer systems access to customer

positions and trading information in the MS Channel and registered representatives in

the MS Channel will not hase computer systems accs to customer positions and trading

information in the SB Channel During the parties applicable Relief Periods customer
lras in the MS Channel will be cleared through and custodied at MS and customer

trades in the SB Channel will he cleared through and custodied at SGMl As result

Morgan Stanley and itigroup believe that it is unlikely that registered representatives

and customers in the two separate Channels ill have an practical ability to coordinate

trading of securities

In addition to the information harriers described above for variet of legal and

compliance reasons itigroup will implement information barriers between it and MSSI3
on Legal Day One designed to permit the positions and actis ities of MSSB and Citigroup
not to be attributed to one another for the

purposes of Sections 13 and 16 and Rule 4e5
in accordance with the Disaggregation Guidance Uowever even though Citigrotip will

have these information barriers in place on Legal Day One because Citigroup will not

Ccnhidciuia1 Vraimcnt Requesd hs \1SI3 Mrai Stzuik and 0011
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have completed its IT integration efforts it will not he in position to file beneficial

onership and similar
reports on Legal Day One that disaggregate MSSR

IV Temporary Proposal for LeiaI Da One for Monitorin2 and Reporting

Holdins in SEc-Ristcred Securities tinder Sections 13 and 16 and on

Form Sli and Intentions for Such Monitorin and Reporting For the Post-

Relief Periods

Proposal/or iemporart Relief

During the applicable Relief Period the Morgan Stanley Parties and the

Citigroup Parties as applicable will continue their respective current position monitoring

and reporting including of beneficial onership and of securities over which they have

investment discretion policiec procedures and practices Each of the Morgan Stanley

Parties and the Citigroup Parties vill aggregate the securities managed and/or

beneficially tnned by the portion of MSSU that was contributed by such party lhat is

the Morgan Stanley Parties will include in their monitoring and reporting the MS
hannel and the Cilioroup Parties ill include in their monitoring and reporting the SR

Channel The MS Channel is currently monitored and reported on an aggregmed basis

with MS and the SB Channel is currently monitored and reported on an aggregated basis

with Citigroup ihere are dedicated groups for each parent charged with morutoong and

reporting its positions and these groups will continue to do such monitoring and reporting

for each parents respective Channel during such partys applicable Relief Period

During the parties applicable Relief Periods MSSB vill not report separatel any

securities beneficially owned by it

In the event that either the Morgan Stanley Parties or the Citigroup Parties are

required to file any reports durint their applicable Relief Period on Schedule 131 or

Schedule 13G or under Section the relevant Parties ill add footnote disclosure

disclosing their relationship ith MSSI3 In addition during their applicable Relief

Periods once either the Morgan Stanley Parties or the Cit igroup Parties determine that

reportable threshold has been exceeded by such parties arid their respective Channel such

partes ill include in such footnote disclosure the portion of the holdings that is

attributable to MSSI3 By way of example if the Citigroup Parties were to file

We note that while this information can be determined manually by each party with

respect to an individual sccurity for which
reporting threshold has been cceeded and

filing is being made neither party currently has the ability to monitor on an ongoing and

Footnote Continued on Next Page
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Schedule 3G to report the beneficial ownership of security which on an aggregated
basis with the SB Channel exceeds reportable threshold they would include lootnote

disclosure indicating that Citigroup owns 49% of MSSI3 and that the portion of the

securu henelicially owned by MSSB is of the issuers outstanding securities

With respect to Forms 13F and SF18 the parties similarly propose that each of th
Morgan Stanley Parties and the Citigroup Parties will continue their respective reporting

with respect to securities over which they have investment discretion or in which they

ha reportable short position or have engaged in reportable short sale and

accurdingi ill aggregate with and include in their reports the securities and

transactions in their respective Channel The parties will include legends in such reports
consistent ith those described in Part LB ahoe

13 Re/jr/Periods

Gicn their different IT systems and respective levels of onersliip in MSSB
Morean Stanley and itigroup hae different timetables for resolving their respectie LU

challenges in order to be in position to aggregate with MSSL3 and
eventually

disaggregate \4SSB in accordance with the Iisaggregation Guidance Morgan Stanley

may be able to completely aggregate its position monitoring and reporting system with

MSSI3 on egal Day One but in any event expects to be able to do so no later than

eNen1her 30 2009 and will disaggregate MSSB in aLcordance with the Disaggregatkm
Guidance at some point to he determined atler that date Citigroup expects to he able to

completel aggregate and disaggregate in accordance with the Eisaggregaiion Guidance
its position monitoring and reporting system from MSSB by September 30 2009Y

FOOtilOte continued from Previous Page

daily basis the securities held by the portion of MSSE3 contributed by the other art in

order to determine whether reporting threshold has been reached on an aggregated

basis See I7hal1ene.s in Part below

he parties recognize that Form SF1 was adopted pursuant to temporan rule set to

expire on August 2009 and expect to follow similar approach with respect to any

uccessor rule and/or form

With respect to this anticipated timing Morgan Stank is cuncntly receiving daily test

feed from Citigroup which
reports positions in securities within the SB Channel Morgan

Stanley is in the process of adapting its FL systems to read this feed and to aggregate the

Footnote ontinued on Next Page
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Accordingly the parties request that the Staff grant temporary relief to allow each of the

Morgan Stanley Parties the Citigroup Parties and MSSB to report positions on the basis

described above in Jroposal for 7.rnporarv Re/iefduring the applicable Relief Period

Either Morgan Stanley or Citigroup may he in position to begin reporting on basis

hich no longer requires relief earlier than the other party in this case the party that is

able to begin reporting without relief earlier will inform the Staff in writing accordingly

Similarly when either party begins disaggregating MSSB in accordance with the

Disaggregation Guidance hich may he before or after the other party it will inform the

Staff in writing accordingly

Jnien/wns /vi 1/k osiRelie/Perivcls

Following the integration of the MSSE3 data into the Morgan Stanley and

.tigroup systems the parties will hae the ability to comply with Sections 13 and 16

and Rule Oa-3T and to monitor and report their respective ownership positions

independeuth The parties expect this will occur no later than September 30 2009 Each

part would report as described in Part l.C above under 1ol/owing 11w Relief Periods

As of September 30 2009 Citigroup expects to disaggregate MSSB in

accordance ith the Disaggregation Guidance for purposes of monitoring and reporting

interests At future date to be determined Morgan Stanley expects to disaggregate

MSSB in accordance with the Disaggregation Guidance for
purposes of monitoring and

reporting interests These structures will ensure that MSSB is operating as separate

entity from an investment perspective and is making independent investinenL voting

disposition and other onership decisions At the time these intbrniation barriers

policies and procedures are fully implemented the IT capability will exist such that

accurate and timely monitoring and reporting ma be done for MSSBs own positions

Rationale for Reuesied Relief

lootnote continued from Pre ions Page

position information with its own position information and that of the MS Channel

Citigroup is similarly receiving test feed from Morgan Stanley hich will enable it to

report positions in securities within the MS Channel rhe implementation of these feeds

is in progress and ill he completed by the end of the parties applicable Relief Periods

at which time the positions within the two Channels of MSSB will also be able to be

combined from an II perspectie

mtidetiat Treatment Reaucsied 1w MSSI1 Morgan Stanky and Citimup Of14
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We believe the following arguments support the request for relief

Rusijesr locu.sed on 1genev Rather Than
Irincipal Trading

Because Citigroup is not contributing principal trading business to MSSB and

Morgan Stanley is contributing just small principal trading business the primary
business of MSSB will he retail brokerage and private wealth management and the

majorit of positions are in customer accounts the majority of which are non-

discretionary Although MSSB will engage in limited amount of principal trading

expected to be for the purpose of facilitating customers such trading is expected in

represent relatively small portion of its overall activities As result Morgan Stanley
and Citigroup expect that on its on MSSI3 will rarely if ever reach reportable
thresholds of securities ownership at the early stages of the business

If the requested relief is granted each of Morgan Stanley and Citigroup will

continue to aggregate and include securities managed and/or beneficially owned h\ its

respective Channel ith securities it manages and/or beneficially owns Accordingl-
even though the proposed structure may in part he inconsistent with the strict

requirements of Section 13 and Section 16 the proposal satisfies the regulatory rationale

behind these requirements flie proposal ill temporarily fullill the regulator\ ohjecti es

for accurate information in the marketplace to the extent applicable thresholds may be

exceeded

13 Furthers Public Po/ic Ol/ecircs

Absent the requested relief it is possible that the transaction will not be able to

close until the IT systems are developed to permit aggregation and as applicable

disaggregation of information required to be disclosed However the importance of the

ill and successful completion of the joint venture in the current market environment

cannot be underestimated We believe that the monitoring and reporting challenges faced

by the proposed joint venture are unique and possibly unprecedented We also believe

that given the reasonable alternative reporting Proposal contained in this letter the

balance of public interest scighs in or of granting the limited and temporary requested
reliel without which the closing of the transaction would have to he delayed

nhduitaI Tn.atment Rquut.d MI3 Morgan S14nK and Uwup 001
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First the current financial crisis creates special need for urgency to close the

venture transaction The transaction will provide certainty at time when investor

contusion is rit and confidence is low Customers of the two firms would he provided

assurance olthe future structure of their securities firm hen many are struggling with

fundamental questions of whom they can trtst ith their finances and turn to for advice

Second the joint venture structure proposed by Citigroup and Moigan Stanley is

unusual Most transactions involving changes of ownership ala broker dealer are simple

acquisitions not requiring the merger of two retail operations with Oflgomg arrangements
ith to legacy firms These ongoing arrangements ith the legacy firms create special

complications in complying with Sections 13 and and Rule Oa3T and others for

hich we are seeking separate relief Moreover the sharing of legacy firm ownership
data that is required to perform this aggregation raises signiticant ongoing business

concerns for the legacy firms businesses that are not contributed to MSSI3 particularly

for Cingroup which does not have management control er MSSB Not only do these

unique monitoring and reporting challenges not arise in most transactions as discussed

further in the ne\t paragraph they also are more challenging in this transaction than the

isucs more commonly raised

Ihird the scale of the joint venture is unusually large touching more than 10

million customer accounts and creating technological challenges of irnmensc scope For

MSSB Morgan Stanley and Citigroup to respond to the resulting disclosure challenges

they must make extensive changes to multiple SYStdnIs Covering range olmonitormg

and business USeS Given their scale temporary manual fixes to address these problems

are not practicable and would not result in accurate information being consistently

provided in timely manner 10 the public he scope of these systems changes is perhaps

unprecedented fir combination of retail operations

Fourth despite the significant challenges posed by the scope of these systems

changes MSS13 Morgan Stanley and Citigroup are committed to implementing the

changes in timely and comprehensive manner herefore the requested relief is to last

only for the relatively short interim period until such implementation is complete so that

customers and the market max receive the benefit of certainty provided by closing the

Se SL \o-4azoi Letter IIei %Iajest Govunmtnt Lchang IcE Scc.tion /3d
Reporting datcdTh.ccinher 10 3008 huh granted in part based on the United

Kingdoms governments tesponse to the international financial crisis

confidentiat TnauncntRcqu.lcd by MSS3 Morgan Stanlcy and Citigroup 00t6
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transaction as soon as possible Ike requested relief will allow the parties to close the

transaction more quickly iid
1ppropriate

and in the public interest gi en the current

financial market turmoil

In jew of the unusual structure of the joint venture transaction the scale of the

joint venture the nmssic resulting systems changes the urgent need to pros
ide certainty

to customers and the turmoil in the financial markets we believe that it should he

possible br the Stall to pro ide relief in this situation without creating precedent that

may be used by others where the exigent circumstances present here do not exist

Moreover believe that the provision of relief in this circumstance will benefit

investors and the public and will not he
contrary to the Commissions investor protection

mandate

Ccordinaion of Global Regulatory Regiin.s

Each of Morgan Stanley and Citigroup is subject to disclosure of interest reginles

globally with each having its own requirements and standards for global monitoring and

reporting Accordingly monitoring and reporting on global level will require an IT

system that will ork effectively on global basis and implementing this system will

take time

II Challenges

1mm practical standpoint it may be difficult for Morgan Stanley and Citigroup

to resohe the IT integration challenges pnoi to or immediately after closing the

transaction such that they and MSSI3 may effectively monitor arid report in any way on

Legal Day One other than what is proposed As noted above there will he significant

work involved in integrating the MSSB data into two companies IT systems and in the

meantime there will be substantial product data and system dissonance that said the

two firms are making dilign efforts and have project teams in place to achieve sufficient

11 integration as soon as practicable to be able to comply with disclosure regulations and

maintain the confidentiality of sensitive ownership data without needing to implement

OnCious manual solutions To date each of MS and Citigroup have exchanged data feeds

ol their reporting positions that will be contributed to MSSB on Legal Day One and the

parties are working with these feeds as described in Note ahoe however the parties

expect the integration issues for the IT systems that are relevant to position reporting to

he resolved graduall er few months with goal ofcomplele integration by

September 30 2009 Each of the two firms has project plan with clearly defined II

milestones and goals and hich sets out the steps that have been taken and the steps that

remain to be taken toward complete integration

lo the extent that the fl systems are not integrated as necessary to thcilitate

compliance by Legal Day One manual workarotuids would he the only possible

rWdLnual raiment Riqucicd MSSII Morgan StanIc and itinup 0017
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reporting solution absent relief flowever the unprecedented scale of MSSE3s brokerage

operations makcs such manual workarounds impractical and any form of manual

workaround in tv.o very large organizattoiis raises signihant concerns regarding thi

cliability ot data and the iesultrng conclusions and reporting In iddition pieparing and

implementing these manual orkarounds ould require significant IT work and would

ultiniatcly distract and dcla the firms rcspecti%e IT groups as wcU as their compliance

personnel from their
primary goal of 11 Integration sod strict compliance with thc rules

in the near term

The following are some of the IT issues that must he resoived before the

succcssful intcgrition of the MSSB data into the Morgsn Stanlc and Citigroup II

systems for monitoring and disclosures purposes

Sccurities data identification_issucs or many securitics there no

common international security identifier This is particularly the ease for

structutcd products and deriativcs hcre the linkage hctwcen the

dcriativc and an undcrl
Ing

listed security may need to be manu1ly

established to ensure that finns aggregate pition data is accurate

Morgan Stank nid Citigroup usc diftcrent mcthods of identity Ing thcse

sccuritits in their respectic databases As result there sstll be

discrepancies if the position data is integrated prematurely To resolve

this issue translation table must he created to eliminate the

discripancics bcforc thc Contributed Busincsscs position data miy hc

combincd The process of creating such atabk and mapping the rele ant

data from Citigroups systems to Morgan Stank and vice versa will

he time-consuming and difficult

Data Model Differences Morgan Stanky arid Citigroup use diffcrent

data models and ultimately capture their position
data differently

Morgan Stanley and Citigroup arc working together to find common

data modcl in order to process thc positions together Each 11 sstem

collects difirentiiiformation about customer accounts and even where

the collect the samc intonnauon they ma do so diffcrcntly

complicating efforts to determinc hich data should be included in

reports and how it should be calculated particularly for purposes of

populating Schedules 13D/G Form 13F and Form SU

gtics for ransferriiiutlicjata Due to the scnsiti ity
of the data

Morgan Stanley and Citigroup must agree on secure way to transfer and

warehouse crossfirm informatiOn to ensure that confidential information

is not discloscd Although Morgan Stanley and Citigroup have differcnt

tools aailabk to do this thcv must agrce upon standards to be

implemented on both sides in order to begin automated transmissions in

Ctnden1iaI lreatn nRqusicdbv MSSI3MOrg SianIy andCigroup-O0i8
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secure manner This eflrt can take time it one of the parties needs to

acquire and install ne tools in order to Support these requirements

As noted above the parties expect these various IT integration issues to be rcsol ed

gradually over fi months ith goal of complete integration by September 30 2009

Iinporan .So/utw

inallv and most notably the proposal for Legal Da One is only ftnsporarr

.solugion propoSed in the interest of providing market tmnsparenci under difficult

circumstances It is not permanent and is merely meant to bridge the reporting gap until

the integration issues for the IT systems that are relevant to position reporting are

resolved With
respect to the Morgan Stanley Parties this may be by Legal Day One hut

could extend until September 30 2009 and ith respect to the Citigroup Parties and

MSSI3 this is expected to be by September 30 2009 Each of the Morgan Stanley

Parties the Cttigroup Parties and MSSB will monitor and report in compliance ith the

rules as written as SOOfl as such party has the independent capability to do so or shortly

therealter As noted above either Morgan Stanley or Citigroup may he in position to

begin reporting on basis thich does not require relief earlier than the other and earlier

than MSSB in thk case the part that is able to begin reporting without relief earlier will

inibrut the Si.alT in writing accordingly In addition when MSSI3 begins reporting on

separate basis it wlI also inform the Stall in writing accordingh

VI Conclusion

In conclusion MSSB the Morgan Stanley Parties and the Citigroup Parties

request that the Staff of the Division of Corporation Finance and the Division of

Investment Management conlirm that the would not recommend to the Commission that

it take enforcement action against MSSI3 the Morgan Stanley Parties or the Citigroup

Parties under Section 13 and Section 16 and Rule Oa-3T ifthev temporarily report

positions on the basis described above

VIL Confidential Treatment Request

As of the date of this letter the parties have not publicly disclosed certain

information contained herein including their expectations regarding the closing date of

the transaction Public availability of this information could have adverse consequences

tor the parties For example an unexpected delay in the closing could he interpreted by

market participants as an indication that there arc material difficulties with the oint

venture when none in fact exist Accordingly notice of this letter is also being sent to

the Office of lreedoan of Information and Privac Act Operations of the Commission

and we respectfully request that the Commission accord confidential treatment to this

request and any written response from the Statf thereto pursuant to 17 .l.R 200.81

c.onlideuial Trcatmeiu Rud MSSR \l.rgan StanIv and thgroup .01119
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until the earlier ofi the Closing Date and iithe date that is 120 days from the date of

the Stalls response to this letter

Please contact Laurie Cerveny of E3ingham McCutchen LLP at 617 951-8527

Mischa Travers of Davis Polk Wardwell at 650 752-2014 or the undersigned at the

above phone number to discuss any questions or comments to this letter

Sincerely ours

John R.fUtzschneidcr

cc Michelle Oroschakofi Morgan Stan Ic
Anne Cooney Morgan Stanley

Rose-Anije Richter Morgan Stanley

inc flullard Morgan Stan Icy

.Joyce Kramer Morgan Stanley

Michelle \V ilke Morgan Stanley

Neal Sullivan E3inghain MeCutchen LLP
Amy KroH I3ingham McCutchen LLP
lardy Cal Icofl U3ingham Mcutehen LLP

Laurie Cerveny i3ingham McCutchen LL.P

Karyn Polak Citigroup Inc
\li Karshan Citigroup Inc

Lanny Schwartz Davis Polk Wardwell

Mischa Travers Davis Polk Wardwell
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